CHINA'S NATIONAL CHAMPIONS: GOVERNANCE CHANGE THROUGH GLOBALIZATION?
Li-Wen Lin * These SOEs are not only prominent companies in China's domestic economy, but also active players in the field of global investment. At present, China is the third largest country, behind the United States and Japan, with respect to outward foreign direct investment (FDI) flow. 5 Notably, a massive portion of China's outward FDI is contributed by the national champions. 6 In recent years, Chinese SOEs' global expansion has aroused great controversies in host countries. State ownership often raises the specter of undue government influence in SOE management, which may pose threats to the host country's national interests. This concern is exacerbated by the fact that Chinese SOEs have low transparency and their actual corporate governance practices usually deviate from international standards. In response, some host countries including Australia, Canada and the United States have welcomed Chinese SOEs with great caution through (usually politicized) regulatory reviews. 7 Often, the regulators scrutinize the acquiring SOE's corporate governance quality and sometimes may condition their approval by requiring the SOE to adopt certain governance practices. 8 As China's national champions continue to globalize, it raises important questions about how their governance would change in the face of mounting political and regulatory pressure in host countries. Specifically speaking, can exposure to international environments serve as an effective mechanism for Chinese national champions to learn and converge on prevailing international corporate governance practices? Do foreign investment regulatory regimes in the United States and other countries play any significant role in modernizing governance practices of Chinese SOEs? Does Chinese SOEs' global expansion through subsidiaries or other channels diffuse any positive effects back to their parent companies headquartered in Beijing?
China is regarded as the world's leading practitioner of state capitalism in which important capitalist enterprises have a close relationship with the state. One prominent feature of China's state capitalism is the fundamental role of about 100 large state-owned enterprises (SOEs) controlled by organs of the central government in critical industries such as oil, telecom, and transportation. These SOEs are often dubbed "China's national champions." They are not only important players in China's domestic economy but also major contributors to China's fast-growing global investment. Their global expansion however often encounters political and regulatory challenges abroad, partly because their corporate governance practices are opaque and often deviant from international standards. Prevailing theories suggest that political and regulatory pressure arising from institutional distance between China and host countries (particularly advanced economies such as the United States) may act as an effective force to push for SOE governance change. Empirical findings in this Article however indicate that the development of global equity connections that potentially expose SOEs to foreign institutional pressure seems virtually irrelevant to the reform patterns of these most important non-financial SOEs in China. The absence of correlation may be related to investment structure and geography, investment motives, and importantly, China's domestic political institutions. This Article offers insights into the perennial scholarly debate about the future of national corporate governance systems in the era of globalization and also provides practical recommendations for Chinese and international policymakers
The pursuit of these questions will shed some light on the perennial scholarly debate about the trajectory of national corporate governance systems in the age of globalization. It will also make an interdisciplinary contribution. Researchers of international business typically focus on how 6 See MINISTRY OF COMMERCE OF PEOPLE'S REPUBLIC OF CHINA, REPORT ON CHINA'S OUTWARD INVESTMENT AND ECONOMIC COOPERATION 2011-2012, at 117 (reporting that 70.5% of China's FDI flow was contributed by the SOEs controlled by the central government; also see Section II for more detailed information discussing the role of China's National Champions). 7 See Section III (analyzing the regulatory challenges abroad). 8 See infra Table 2 (discussing major countries that have a regulatory system of foreign investment). corporate governance structures including ownership structure, 9 board composition, 10 top management team, 11 and executive compensation 12 influence a firm's internationalization strategies. Little attention has been paid to the flipside of this research inquiry, namely how the investing firm located in the home country may change its governance practices as a result of internationalization.
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This Article attempts to fill this void by investigating Chinese national champions' government reform pattern in the course of globalization. Beyond scholarly contributions, this Article has practical policy implications. It provides a better understanding of whether and how to utilize globalization to improve the SOE reform in China. Moreover, it provides better knowledge for international investors and regulators as to how to implement foreign investment regulations to develop mutually beneficial relationships with China's SOEs.
This Article draws on network and institutional theories in sociology, the approaches commonly adopted in relevant international business studies, to hypothesize the relationship between international investment and governance reform patterns of the 100 or so non-financial SOEs under the Chinese central government's control. It predicts that outward investment will create inward influence on SOE governance, especially when the SOE invests in a foreign regime that has much higher corporate governance standards than its home regime, and the degree of influence is mediated through different investment structures. This theoretical thinking however seems to have limited explanatory power for Chinese national champions. The empirical findings in this Article indicate that international exposure to strong corporate governance regimes and investment regulatory systems hostile to foreign SOEs (e.g. Australia, Canada and the United States) appears virtually irrelevant to the reform patterns of these most important non-financial SOEs in China. This Article offers a number of possible explanations for the absence of correlation between internationalization and governance reform. Among other reasons, investment structures and investment geography pose obstacles to transmitting positive governance effects back to the (ultimate) parent SOEs. Moreover, SOE governance reform is a result more of the Chinese government's central planning than market behavior decided at the firm level. The popular hypothesis that internationalization leads to governance reform is founded on market-driven logic, and it does not apply well to the SOEs that are deeply embedded in the state system. This Article is organized as follows. Section II provides an overview of the organizational structure of China's national champions and their magnitude in China's globalization scheme. Their organizational structure forms a corporate network through which influence may possibly be transmitted. In Section III, this Article reviews foreign investment regulations in some major countries and recent controversial investments involving Chinese SOEs. The review identifies which regulatory jurisdictions may pose institutional pressure on Chinese SOEs in their course of globalization. Section IV hypothesizes how globalization through international investment may influence an investing SOE's governance practices based on the popular assumption that firms are responsive to international market and institutional disparity pressure. Section V offers preliminary empirical evidence concerning the 113 non-financial SOEs under the Chinese central government's control as of the end of 2013. Section VI discusses scholarly and policy implications. Section VII finally concludes with questions for future research.
II. Globalizing China's National Champions
China is not only a major recipient of FDI but also has become a significant FDI source. China's outward FDI flow (excluding Hong Kong) increased from $2.3 billion in 2000 to $101 billion in 2013, ranking as the country with the third largest outward FDI flow in the world, behind the United States and Japan.
14 This astonishing growth in outward FDI is mainly contributed by the government's "going global" policy, formally launched in 2000, which encourages Chinese firms to invest aboard. Under this policy, the Chinese government provides financial and diplomatic resources, particularly for SOEs to go on a shopping spree acquiring prominent companies and valuable assets worldwide. Table 1 are the holding company of a state-owned corporate group. Each holding company controls a large number of subsidiaries including listed companies, finance companies, research institutes, and many other related firms along the production chain.
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It has been noted that the holding company has many governance features that diverge from prevailing international standards. 21 For instance, at the time of this writing, only about half of the 112 holding companies have successfully established a board of directors. SASAC and the Organization Department (i.e. the human resources department) of the Chinese Communist Party exercise the power of appointing top managers of the holding companies. "Political qualities," including loyalty to the Chinese Communist Party, are among the major criteria of managerial performance evaluation. 22 The holding companies' close connection with the government obviously raises concerns in host countries. Even if a holding company utilizes a listed subsidiary as an investment vehicle, it may not shed governance doubts because the holding company often is the absolute majority shareholder of the listed subsidiary. 23 As shown in the following section, regulators in some advanced economies including 20 
III. Regulatory Challenges Abroad
Host countries are usually ambivalent toward FDI. On the one hand, FDI is perceived desirable as it promotes economic development. On the other hand, a foreign investor may favor the interests of its home country or parent company to the detriment of national interests of the host country. To balance economic benefits and national interest concerns, many countries have regulatory regimes to scrutinize investment by foreign entities. Table 2 below shows a list of major countries that have a regulatory system of foreign investment. While each country has unique characteristics in its own system to regulate foreign investment, in many ways the systems are quite similar to each other. Although the regulatory scope varies significantly, regulations that restrict foreign investment are generally based on national security. For instance, Australia, Canada, and Japan also formally include economic concerns as part of the criteria for foreign investment reviews. At present, there is no foreign investment regulation at the EU level, but there are some variations among European countries. France and Germany have regulatory reviews based on national security, whereas countries including Belgium, the Czech Republic, Hungary, Iceland, Ireland, and the Netherlands (not shown in Table) do not have any investment regulations related to national security interests. 25 Australia, Canada and the United States probably have the most detailed regulations and relatively active records in coping with investment by foreign SOEs. In Australia, all investments by foreign governmentcontrolled entities are subject to regulatory review, regardless the size of the investment. 26 Investments by other entities are reviewable only when the transaction involves certain sectors and are above a certain monetary threshold.
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In Canada, the regulatory regime operates under the Investment Canada Act. 28 When a foreign investor acquires control of a Canadian business and the asset value of the Canadian business being acquired equals or exceeds a certain threshold, the foreign investor must prove that the investment is of net benefit to Canada.
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In 2007, Industry Canada promulgated the SOE Guidelines under the Act partly as a reaction to growing public concerns over foreign SOEs' acquisition of controlling stakes in prominent Canadian businesses. 30 In 2009, the Investment Canada Act was amended to allow the government to block foreign investments based on national security concerns. 31 Recently, in 2012, the Canadian government further revised the SOE Guidelines and increased scrutiny, along with the announcement of approving the contentious acquisitions by Petronas and CNOOC. 32 The latest guidelines broaden the definition of SOE, covering any "enterprise that is owned, controlled or influenced, directly or indirectly by a foreign government."
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In the United States, parties to a transaction that could result in control of a U.S. business by a foreign person may file a notice with the Committee on Foreign Investment in the United States (CFIUS) to determine whether such transaction would present any national security risks. As stated in the CFIUS Guidance, foreign government control is obviously an important factor though it does not necessarily, in itself, pose 25 a national security risk. 34 Other factors such as whether appropriate corporate governance structure is in place to ensure the investing entity's independence of the foreign government shall be considered as well.
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Similar to the United States, both Australia and Canada include corporate governance structure, among other things, as an important concern.
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In recent years, a number of prominent Chinese SOEs have encountered regulatory challenges in Australia, Canada, and the United States. Loosely defined regulatory concepts, including national security and interests in foreign investment regulations, provide ample political space to galvanize public debate in the host country. For instance, in 2005, CNOOC Limited (a listed subsidiary of an oil SOE under SASAC's control) attempted to acquire Unocal, a U.S. oil producer. The CNOOC-Unocal deal faced unprecedented political opposition by the U.S. Congress based on the claims that the takeover would threaten US national security. Congress, through its legislative power, significantly dragged the CFIUS review process. The politicized regulatory review process eventually forced CNOOC to retreat from the bidding war and the American-owned Chevron Corporation won the deal.
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The Chinalco-Rio Tinto deal in Australia faced a similar challenge. In 2009, Chinalco, one of the SOEs under SASAC, planned to acquire an 18% stake of Anglo-Australian mining giant, Rio Tinto. But the regulatory process was prolonged in the debate of the consequences of giving Chinese SOEs access to an enormous trove of natural resources in Australia. Rio Tinto unilaterally terminated the deal just days before Australian regulators were expected to impose tough conditions for their approval of it. Recently, CNOOC's acquisition of Nexen also aroused great public concerns in Canada. After a delayed review process, the Canadian government finally approved the deal with conditions including requiring CNOOC's listing on the Toronto Stock Exchange. These conditions were meant to ensure that CNOOC's corporate governance and transparency were in compliance with Canadian standards. 40 An overview of the foreign investment laws shows that a foreign SOE's relation with the government in its home country is the root of regulatory concerns. Does a foreign SOE act as an independent enterprise for commercial interests or as an agent of the foreign government pursuing political interests? Regulatory regimes often consider whether adequate corporate governance structure is in place to shield the SOE management from interference by its home country government. If a foreign SOE's governance structure demonstrates independence of its home country government, the SOE will be more likely to obtain regulatory approval and public support in the host country. It suggests that the regulatory regimes scrutinizing investment by foreign SOEs may act as a potential mechanism to change investing foreign SOEs' corporate governance. The following section proposes a framework to analyze how institutional environments including corporate governance and foreign investment regulatory institutions in the host country may affect the governance of foreign SOEs. Based on this analytical framework, this Article will make hypotheses regarding whether globalization through foreign investment and overseas listing may prompt Chinese national champions to change their corporate governance practices.
IV.

Theoretical Framework of Globalization and Governance Change
Relevant international business studies have investigated how institutional distance between the home country and the host country would affect a firm's entry modes and subsequent performance of the investment vehicle in the host country. 41 This body of literature often draws on sociological theories to explain institutional disparity between the home country and the host country as an important determinant of a firm's strategy to enter the foreign country. Existing literature, however, has paid little attention to how a company's outward investment would create inbound influence on the company itself. This inattention is explainable as the dominant players in the global investment market have traditionally been firms in advanced economies. Firms in advanced economies have little reason to emulate immature institutions in less developed countries. But the emergence of multinational firms from China and other developing countries calls for an evaluation of any effects in the reverse direction. Following similar sociological thoughts in the international business literature, this Article uses network analysis and institutional theories in economic sociology to build an analytical framework of how a firm may change its corporate governance practices due to institutional pressure faced in the host country. This Article will apply this framework to hypothesize how "going global" may influence Chinese national champions' governance practices.
Sociological network analysis is based on a fundamental assumption that interactions between social actors (whether individuals, organizations, or nations) shape their behavior. Social actors are viewed as interdependent, linking with one another by social ties through which information and other resources are channeled. 42 For instance, firms may be linked with one another though ownership ties (i.e. holding shares in another firm) or interlocking directorships (i.e. two firms sharing a common director). Material and non-material resources may flow through the concrete relationships and influence behavior or outcomes. Rich sociological evidence shows that inter-firm networks play an important role in sharing risks and diffusing information. 43 From a sociological network perspective, foreign investment is relational in the sense that it creates not only flows of money, but also channels of influence. The relational nature of investment becomes particularly complex for overseas investment across different institutional environments. Institutional theory in economic sociology suggests that an organization's behavior is influenced by the economic, legal and political environment in which it operates. 44 This environment creates normative forces that drive how an organization should operate, regardless of whether a particular normative practice is useful to the organization's functioning. Conformity to institutional expectations helps the organization acquire legitimacy. Different environments impose different normative pressures and thus produce different organizational structures and behavior. When an organization born of and operating in a certain environment enters a new environment, it may be under normative pressure to change its organizational structures or behavior so as to adapt to and establish legitimacy in the new environment. The normative pressure may be more intense when the new environment is dissimilar from the original environment. 45 As different countries have different institutional environments, this relational and institutional approach suggests that the potential of a SOE's corporate governance change depends on the institutional disparity between the SOE's origin country and its investment destination country. In other words, institutional distance between the origin country and the destination country of investment matters in evaluating the potential of SOE governance change. While there are many dimensions of institutional environments, this Article focuses on corporate governance institutions, which are a main concern in foreign investment reviews. Table 3 below illustrates the basic idea. For analytical convenience, a country can either be a (relatively) strong governance regime or a (relatively) weak governance regime. Admittedly, this dichotomous categorization may be oversimplified given the complexity of assessing the quality of corporate governance institutions. Several seminal attempts to compare corporate governance across countries through quantitative indicators have been subject to cautions and criticisms. 46 The quantitative governance indices present limitations and inconsistencies among themselves. Nevertheless, their results constantly show that most developed countries rank high on the indices and most developing countries including China gravitate toward the bottom. There should be little controversy if China is placed in the weak governance category and developed countries such as Australia, Canada, and the United States in the strong governance category.
When both the origin country and the destination country are of the same type of governance regime (either strong or weak), it is labeled as an institutional match. A high degree of institutional match indicates there would be of little normative pressure on the investing SOE or the investing state-owner to change its governance practices. In other words, there would be only marginal inbound influence on the SOE governance from such outward investment. The institutional match provides a comfort zone for the SOE to continue its traditional practices even when they operate across national boundaries. The upper left cell and the lower right cell in Table 3 show the scenarios of institutional match. The upper left cell shows a scenario in which an SOE from a strong corporate governance regime invests in a parallel regime. An example is Statoil, a Norwegian oil SOE, investing in Canada. 47 The lower right cell shows a situation where an SOE 46 The work that sparked using empirical methods in comparative corporate governance is Rafael La Porta et al. from a weak governance regime invests in another weaker regime, such as Sinopec, a Chinese SOE, investing in Nigeria.
To the contrary, when there is a high degree of institutional mismatch between the origin country and the destination country, institutional conformity would be a source of pressure to change governance practices. But the direction of governance impact runs in different ways, depending on where the stronger institutions are located. The upper right cell in Table 3 illustrates a situation where a SOE from a strong governance regime invests in a weaker regime. An example is Norsk Hydro (controlled by the Norwegian government), which invests in Mozambique. 48 The governance impact tends to run in the direction from the better regime to the weaker regime. The governance implication of this type of investment has been well-examined in the FDI literature concerning how FDI from advanced economies benefit (or harm) domestic firms and institutional development of emerging markets. 49 The lower left cell in Table 3 illustrates a scenario where an SOE from a weak governance regime invests in a strong regime, such as CNOOC investing in the United States. As shown in Section III, a number of advanced economies including Australia, Canada and the United States have enhanced review standards for foreign SOE investments. Corporate governance is a main factor considered in these review processes. Moreover, while the investment review systems are based on statutes or regulations, the process is often politicized because governments have considerable discretion in interpreting the meaning of "national interests," "net benefits," and "national security." As a result, foreign SOEs may face not only legal and market pressure, but also political pressure to change governance. This case of institutional mismatch has the greatest potential of generating positive influence on the investing SOE's governance practices. This Article labels this scenario as positive institutional mismatch, where there may be positive inward influence derived from the outward investment.
The gist of Table 3 suggests that China's SOEs are more likely to adopt internationally-recognized corporate governance practices when they invest in places of positive institutional mismatch and are much less likely 48 See Hydro Worldwide, NORSK HYDRO, fig.1 52 While the choice of entry modes is affected by institutional distance between the home country and the host country, once the choice has been made, the choice can subsequently produce different levels of inbound influence derived from such outward activity.
Common entry modes into foreign markets include two categories: equity-based and non-equity based. Non-equity based entry modes are exporting and licensing. Because non-equity based entry modes have little exposure to the local corporate governance system of the host country, it would induce only marginal inbound influence on the foreign SOE's governance. Equity-based entry modes can be divided into two types by ownership: wholly-owned and partially-owned operations. Wholly-owned operations are greenfield investments (i.e. setting up wholly-owned subsidiaries or branches) and full acquisition of existing local firms in the host country. Partially-owned operations refer to partial acquisition of existing local firms or setting up joint ventures with local firms in the host country. Among all these equity-based types, greenfield investment is probably most integrated with the SOE's headquarters and least interacts with corporate governance of local firms in the host country. Therefore, the inbound influence on the governance practices of the investing SOE (parent company) in the home country can be limited. Compared to greenfield investment, full acquisition will result in a higher level of exposure to local corporate governance practices in the host country.
Takeovers by foreign investors are often subject to regulatory approval conditioned on some governance changes of the investing SOE. Moreover, existing practices in the acquired company may continue and thus potentially diffuse to the parent SOE in the home country. Partially owned operations also possess great potential of inbound influence. Partial acquisitions and joint ventures require SOEs to negotiate and arrange governance structures with local shareholders. The ownership interaction and integration create opportunities for foreign SOEs to learn the operation of the corporate governance system in the host country. Table 4 summarizes the types of entry modes and the levels of potential inbound influence on corporate governance of SOEs in the home country. When deciding how to invest in a foreign country, firms need to decide whether to invest directly itself or through subsidiaries. As explained in Section II, a Chinese national champion is typically organized as a vertically integrated corporate group with a holding company controlling multiple layers of subsidiaries. If the holding company itself engages in foreign investment, the holding company will directly encounter normative pressure in the host country, which suggests great potential for a change in governance within the holding company. However, if foreign investment is mainly carried out through overseas subsidiaries, the holding company may hide behind the layers of ownership and avoid governance reform. This hierarchical ownership structure creates degrees of distance between the holding company and its overseas subsidiaries. On the one hand, the layered ownership may shield overseas subsidiaries from the state-owner's influence, which allows more freedom for overseas subsidiaries to adopt local corporate governance practices in the host country. On the other hand, the extended distance may weaken the potential inbound influence on the holding company. Therefore, it suggests a hypothesis that foreign investments made directly by the holding company itself rather than through its subsidiaries are more likely to elicit change in the holding company's governance practices.
Finally, in addition to FDI, overseas listing is another important strategy for Chinese SOEs to build international equity connections. Some Chinese SOEs have listed shares in the world's leading capital markets including Hong Kong, Singapore, the United States, and the United Kingdom. The institutional relationship between China and the major capital markets can be characterized as an institutional mismatch. According to the bonding theory in corporate governance literature, firms with a view to improve corporate governance, particularly those from emerging markets, may bond themselves to a better governance regime through cross listing their shares.
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By cross-listing in a stronger institutional regime, such as the United States, Chinese SOEs must comply with stricter standards and consequently have better governance. A study shows that Chinese firms cross-listed in Hong Kong have better payperformance sensitivity than the mainland firms without cross-listing and the effect is greater for SOEs than private firms. 54 Another study also finds that Chinese firms listed in Hong Kong and Singapore have better corporate governance quality (measured by a combined index) than their counterparts with only domestic listings. 55 Scholars also find that China's overseaslisted SOEs have more professional boards of directors, greater accounting conservatism, higher investment efficiency, and better stock performance than their domestically listed counterparts. 56 Considering that overseas listed firms are major members of China's national champions and their top management teams (including boards of directors) often overlap with those of the holding companies, the overseas-listed subsidiaries may diffuse modern corporate governance practices, such as the use of independent directors, back to their holding companies. It suggests that the national champions that have an overseas listed subsidiary are more likely to engage in corporate governance reform than those without one.
Overall, the theoretical framework built with common ideas in relevant international business literature assumes that Chinese SOEs are responsive to market and other institutional pressures in host countries, but the responsiveness is also affected by organizational factors, such as entry modes and investment structure. 57 These theoretical predictions are subject to empirical investigation.
V. Empirical Evidence
A. Data and Methodology
This Article empirically investigates whether internationalization effectively drives the governance reform of China's national champions, the SOEs, under SASAC's control. The period of investigation in this study is 53 Governance reform, as the dependent variable, will be measured in two ways: whether the SOE has any outside directors on the board and whether the SOE's top management team includes any foreign-educated executives. In the past decade, the most important governance reform of these central SOEs has been the institutionalization of the board of directors and independent directors. In 2004, SASAC began to experiment with the idea of establishing the board of directors in SOEs under its supervision. According to SASAC's initial design, the board of directors generally should be comprised of no less than nine directors and at least two should be outside directors; the percentage of outside directors should gradually increase with improvement in the supply of outside directors. 59 As per SASAC's most recent rules, the board size generally should be between seven and thirteen directors, with a majority as outside directors. 60 Note that although most of the central SOEs did not have a board of directors before SASAC's policy, there were a number of exceptions. For instance, China Chengtong Holdings Group Ltd, a diversified industrial group, established the board of directors as early as 1992. These pre-SASAC boards were comprised of insiders only and some had only chairman and vice-chairman without any other board members. 61 Unlike the pre-SASAC board, the new board model that SASAC promotes features outside directors. The adoption of outside directors creates the appearance that China's SOEs are converging with the international standard (or the AngloSaxon model). While this governance change could be more in form than substance, as the board of directors lacks the power to appoint top managers and outside directors are often retired government officials or former SOE executives, it may be an encouraging step forward to substantive governance change. This Article uses the existence of outside directors on the board to represent a type of governance change. 62 The data regarding whether and when the SOE has a board of directors and outside directors were manually collected from the personnel appointments announcements and enterprise reform releases posted on SASAC's website. Corporate websites, annual reports, securities prospectuses and news reports are also used as supplementary sources. According to the data collected through this methodology, as of 2013, forty-five of the 113 SOEs had at least one outside independent director on the board.
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Whether the SOE has any foreign educated executive is the other indicator of governance change. As the SOEs become multinational firms, their management teams may include professionals with international experience. My previous research shows that the SOE executive labor market is overwhelmingly dominated by system-insiders and only a marginal minority of the CEOs have any foreign education experience. 64 Staffing with foreign-educated executives is a change of this governance tradition. This Article collected data on educational backgrounds of the CEOs and vice CEOs of the 113 SOEs as of 2013. Biographic information was collected from corporate websites, annual reports and prospectuses, government websites and documents, industrial association websites, and news reports. There are 639 executives (113 CEOs and 526 vice CEOs). Of the 639 executives, fifty-six hold a foreign degree; and of the 113 SOEs, thirty-six have at least one foreign-educated executive.
Internationalization, as the independent variable, will be focused on international equity linkages. As illustrated in Section IV, equity connections have greater potential to trigger governance change, compared to non-equity connections, such as exporting. International equity connections may be constructed in many forms and will be tested in the following ways. First, international equity connections can be made through cross-border joint ventures, mergers, and acquisitions. Data on 62 If the SOE has at least an independent director, it is coded as 1; if not, it is coded as 0. It would be ideal to use the number of independent directors as a dependent variable. However, in many cases, the exact number of independent directors cannot be confirmed. 63 Note that there are cases where the board of directors was announced to be established but the positions of outside directors were not filled or could not be confirmed through publically available data. Such cases were not included in the study. This typically happened for firms that announced the intention to establish a board in 2012 or 2013. 64 65 Year t is the data year for the dependent variable. Correlation coefficients will be computed to examine the relationship between the accumulated number of deals (at year t-1) and the dependent variables (at year t).
Second, the central SOEs' overseas greenfield establishments are another type of equity connections that expose the SOEs to foreign institutional pressure. Data on the number of the central SOEs' overseas subsidiaries were collected from the Directory of Overseas Investment Institutions, a database maintained by the Ministry of Commerce of China. The database contains the new establishments of overseas investment entities subject to the Ministry of Commerce's approval. 66 While not all establishments of overseas operations are subject to regulatory approval, the data can serve as an estimate of the number of overseas greenfield subsidiaries. 67 The database covers the central SOEs' investments as early as 1983, but most of the investment occurred after 2000, the year in which the "going global" policy was formally introduced. According to the database, as of 2012, the central SOEs established 1,680 overseas operations. The degree of internationalization is measured as the accumulated number of overseas subsidiaries toward year t-1. Correlation coefficients will show the relationship between the accumulated number of subsidiaries (at year t-1) and the dependent variables (at year t).
Third, overseas listing is another way to build international equity connections. Simple linear regression will be used to examine the relationship between the time of overseas listing and the time of introducing independent directors. 65 Ideally, it would also include the volume of the transactions. Unfortunately, the SDC Platinum Database does not provide the dollar amount of many of the transactions. 66 The database is accessible at Jingwai Touzi Qiye Finally, this Article will use logistic regressions to examine the relationship between internationalization and governance attributes. 68 The dependent variables will be whether there was any outside director on the board and whether there was any foreign-educated top manager in 2013. The independent variables will be various internationalization indicators, including the accumulated number of acquisitions toward 2011, the accumulated number of joint ventures toward 2011, the accumulated number of overseas subsidiaries as of 2012, and whether the group has an overseas-listed firm. 69 The control variables will include: logged revenues (2010) to control for firm size, ROA (2010) for efficiency, 70 and whether the SOE has vice-ministerial rank. 71 Groups that hold a higher status in the government system (i.e., vice-ministerial rank) would be more impervious to international pressure, as they are closer to the inner circle of China's domestic political power.
B.
Results Table 5 shows the number of the central SOEs' overseas acquisitions, joint ventures, and subsidiary establishments by country in the period of 2003-2011. Hong Kong has been an important place for the central SOEs' activity in overseas acquisitions, joint ventures, and subsidiaries. However, Chinese SOEs' investments in Hong Kong very often are simply "round-tripping" -where Chinese firms take money offshore, dress up in financial secrecy, then return back home to enjoy the tax benefits available only to foreigners. 72 Moreover, the SOEs often use Hong Kong incorporated companies to engage in investment in other 68 Logistic regression is used to model dichotomous outcome variables. The dependent variables (whether the SOE has at least one independent director and whether the management team includes any foreign educated executive) have binary outcomes (i.e., yes or no). 69 The data years vary because the data collection process for the variables started and ended at different times. The time difference would not significantly change the outcomes as the numbers of deals do not change significantly from year to year. As to the variable of whether the group has an overseas listed firm, it is coded 1 if the SOE has an overseas listed firm; 0 if without an overseas listed subsidiary. 70 The 113 central SOEs are not publicly traded companies and therefore do not have an obligation to publish their financial performance or other information. SASAC occasionally disclosed some of these SOEs' individual financial data. The latest release was the 2010 data. 71 Of the 113 central SOEs, fifty-three hold vice-ministerial ranks in the government administration system. The top managers of these vice-ministerial level SOEs are directly appointed by the Central Organization Department of the Chinese Communist Party. countries, which makes Hong Kong more a portal than a destination of the SOEs' foreign investment. 73 Excluding Hong Kong, the top countries of the central SOEs' acquisition activities are Australia, Canada, the United States, Singapore, and the United Kingdom. These countries (except Singapore) are liberal markets as per the varieties-of-capitalism literature, 74 politically mature democracies, and within the common law family. In other words, the central SOEs' acquisition activities take place significantly in countries whose institutional environments are very dissimilar from China, which features state ownership, authoritarian government, and the civil law system (considered a "bad" corporate law regime as per the "law and finance" literature).
75 Australia, Canada, and the United States are also the countries that have regulations specifically addressing concerns about investment by foreign SOEs. This high degree of institutional mismatch suggests Chinese SOEs could face great normative pressure on their governance structure when entering these markets. Table 5 also shows that, excluding missing data, a majority of the deals are acquisitions of absolute controlling stakes. The average acquisition of a controlling stake was 68.9%. The popularity in acquiring controlling ownership suggests Chinese SOEs may be more interested in being an active controller than a passive observer in corporate management. Their control interest is often suspected especially when there is a great degree of institutional mismatch between China and the investment destinations. Table 5 further shows that 83.9% of the acquisitions are done through the downstream subsidiaries rather than the parent companies in the corporate groups (i.e. the holding companies directly under SASAC's control). As discussed in Section IV, the subsidiaries are embedded in the business group network controlled by the holding company and ultimately by the party-state. This ownership structure can effectively shield the holding company and the party-state from disclosing their governance practices and even hide actual practices behind subsidiaries. In such cases, the holding companies are not directly exposed to foreign normative pressure; therefore, governance influence, if at all, tends to be limited to the subsidiaries.
In addition to direct acquisitions, joint ventures are another type of international equity connections. Australia, the United States, and Canada again have the highest concentration of the foreign joint venture deals. About 35% of the joint ventures are established through the parent companies, much higher than acquisition deals, where there are only about 16% via the parent companies. Because joint ventures are usually not subject to foreign investment regulatory reviews in the host country, parent companies themselves, even without using subsidiaries as a shield, can still maintain obscurity about their governance practices to foreigners. 77 Table 5 also shows the geographic distribution of subsidiary establishments. Hong Kong again tops the list, as it has been used as a main portal to foreign investment. Unlike mergers and joint ventures, subsidiary establishments are not obviously concentrated in a few advanced economies, but, rather, are widely dispered in a large number of countries. No single country (except Hong Kong) exerts any significant influence. Diverse investment locations may dilute institutional pressure from any particular country. Moreover, most (91.7%) of them are established through subsidiaries rather than parent companies, which distance the parent SOEs from foreign institutional pressure. Table 6 further shows the correlation between various internationalization indicators and whether the central SOE has any outside director on its board. The degree of internationalization, whether measured as the number of overseas acquisitions, the number of overseas joint ventures, or the number of overseas subsidiary establishments, has a very weak or virtually zero correlation with the existence of an outside director on the board. Investments directly made by the parent companies themselves do not present any better chance of adopting an outside director. Furthermore, investments in Australia, Canada, and the United States also do not provide a meaningful positive correlation. In contrast, the high degree of institutional mismatch theoretically may generate regulatory or normative pressure to change governance. Internationalization is also virtually irrelevant to whether the SOE has any foreign-educated executives, as shown in Table 7 . Point-biserial correlation is a measure of the strength of a relationship between one continuous variable and one dichotomous variable. The correlation coefficient is between 1 (perfect positive correlation) and -1 (perfect negative correlation). When the correlation coefficient is close to zero, it means virtually no correlation. It is generally considered a weak positive correlation if the coefficient is between 0.1 and 0.3; a weak negative correlation if between -0.1 and -0.3. a All the observations have zero deals; therefore, no value can be provided. 78 It shows that earlier overseas listing is associated with later, rather than earlier, adoption of outsider directors. In theory, a parent SOE that is exposed to international corporate governance through its overseas-listed subsidiary should adopt outsider directors earlier than a parent SOE who has not been exposed as long to international corporate governance. However, the findings here cast doubt over the idea that international influence is a main driver of the central SOEs' governance reform. Table 8 shows logistic regressions on internationalization indicators and governance attributes. Models 1-8 show the relationship between internationalization and existence of any outside directors on the board. Note that in Models 2, 4, 6, and 7, all of the odds ratios for international indicators are close to one, suggesting virtually no effect of internationalization on the existence of outsider directors. The odds ratios for the number of acquisitions (.760, Model 3) and the number of joint ventures (.367, Model 5) made by parent companies in Australia/Canada/USA are less than one. It means that parent SOEs that have more acquisitions and joint ventures in countries with high institutional mismatch are less likely to have outsider directors on the board. This finding is contrary to the theoretical prediction. Having an overseas listing subsidiary increases the odds of having an outside director on the board in the parent SOE, but the effect is small (1.841, Model 8).
78 Some Chinese national champions have multiple overseas listed subsidiaries. 
VI. Implications
A. The Convergence-Persistence Debate A major debate in comparative corporate governance scholarship since the turn of the century has been focused on the future of national corporate governance systems in the era of globalization-will systems converge on a universal model (especially the Anglo-Saxon model) or will they continue to retain their national characteristics?
The debate has reached a theoretical impasse between marketimperative theories predicting global embracement of shareholder primacy and path-dependence theories predicting persistence of national institutions that protect domestic vested interest. 79 China, despite its enormous economy, is glaringly absent in the debate, particularly in the works that set the fundamental framework of analysis. The persuasive power of these competing theories would be limited without China.
According to the convergence school, capital market integration through cross-border mergers and acquisitions as well as overseas listing is a strong driver of governance convergence. 80 International mergers and acquisitions connect firms of different governance systems and often require changes in the governance structure of acquiring or acquired firms, or both. Overseas listing connects the listing firm to foreign investors and requires the firm to adopt governance rules set by the foreign stock exchange and relevant regulators, making the governance structure of the listing firm converge on the model of the listing jurisdiction. 81 Unlike the convergence school, the persistence theories suggest limited convergence for SOEs embedded in China's idiosyncratic state capitalism.
Recent SOE reforms in China, such as launching the board of directors and institutionalizing independent directors, indicate at least some 79 For the major pieces in the debate, see generally CONVERGENCE AND First, the idea that international equity connections either through FDI or overseas listing can push for governance change of the parent SOEs assumes that there is some diffusion of governance practices flowing from the host country back to the headquarters in the home country. However, the diffusion influence may be diluted through layers of ownership that shield the parent SOE from international pressure to reform. As shown previously in Table 5 , a majority of the investment deals are done through subsidiaries rather than the holding companies themselves. Second, it entails an inquiry into Chinese SOEs' globalization motivation. The Chinese government formally ushered in the "going global" policy in 2000. According to the official statements, the "going global" policy is aimed at participating in international technology cooperation and competition, take full advantages of international and domestic markets, encourage external processing trade, resources exploration as well as international construction contracting and develop a collection of multinational companies and well-known brands. 85 Corporate governance improvement seems not a primary consideration from Chinese policymakers' perspective. Consistent with the government's policy, existing empirical studies focus on non-corporate governance factors and confirm that market size expansion and natural resources acquisitions are important motives for Chinese SOEs' outward direct investments. 86 Also, individual firms may not be motivated to improve corporate governance through FDI. As we have seen, Hong Kong accounts for a large portion of the foreign investment deals. It is believed that most of Hong Kong transactions are through shell companies for "round-tripping" rather than real investments. 87 Therefore, this form of foreign investment does not really expose the investing SOEs to any institutional pressure in the host country, let alone generating any positive flow-back effect to their headquarters. As the Chinese government recently has completely phased out all preferential treatments for foreign enterprises, 88 it is to be observed how this policy change will reshape the SOEs' foreign investment motivation and destination choices.
While Chinese policymakers might not intend governance improvement through international trade or outward direct investment, they indeed took overseas listing as an important internationalization strategy to improve SOE governance. 89 Scholars have shown that overseas listed SOEs have lower earnings management, more professional directors on the board, higher investment efficiency and greater firm valuation than their domestically listed counterparts. 90 However, preliminary empirical evidence in this Article indicates that the positive effects are limited to the listed subsidiaries and not effectively reflected in their parent companies. The lack of positive diffusion to the parent companies may be related to the typical way of how Chinese SOEs crafted their overseas listings. The conventional strategy has been to carve out the crown jewel assets of the group and bundle them into the listed firm while leaving bad assets and other problems in the unlisted part of the corporate group, usually the holding company.
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This assets segregation strategy may practically concentrate complex corporate problems in the holding company and thus make the governance reform of the holding company more challenging and insensitive to international influence.
Finally, the behavior of China's SOEs is determined not only by market forces but probably more by the government's decisions. It is often the Chinese government rather than the market that selects which firms to engage in reform. The Chinese government determined which firms could list shares publicly and abroad. 92 SASAC selected in batches which SOEs were eligible to experiment with the board of directors, independent directors and other reform measures. 93 evidence showing how Chinese policymakers prioritize SOEs on the reform agenda, it seems that the degree of internationalization is an unimportant factor in determining who gets reformed first. The reform pace is more determined by complex domestic forces than by international market or regulatory pressure. Over the past decade, China's national champions have made some headway toward international standard practices (such as adopting the board of directors and independent directors), but their reform pace appears largely unrelated to their activity in international investment or exposure to global capital markets. Their (at least) formal governance change lends some support to convergence, but the impetus for change seems to have little to do with their degree of integration with international markets. Neither the convergence nor persistence side alone offers a full explanation.
B. China's SOE Reform Forward
With the political transition in 2012, China's SOEs have entered a new round of reform. The reform agenda appears ambitious and comprehensive, ranging from ownership to various corporate governance issues. Among other changes, "going global" remains a key strategic policy for corporate growth. 95 The recently unveiled "Silk Road Economic Belt" policy, which seeks to establish new trade and transport links between China, Central Asia, and Europe, involves a tremendous amount of overseas infrastructure investment typically undertaken by the SOEs under SASAC. 96 Thus, the Chinese national champions are likely to continue their important roles in China's global expansion.
Chinese SOEs often perceive foreign investment reviews in host countries as unfriendly or discriminative. 97 This perception partly induces Chinese SOEs to use subsidiaries to engage in their overseas expansion in order to avoid opposition in the host country. 98 But the use of subsidiaries, sometimes chains of subsidiaries, may exacerbate the agency problem in SOEs. Globalizing SOEs have a "triple" agency problem. 99 The first agency relationship exists in which the citizens of the country as nominal shareholders (principals) task politicians (agents) to monitor the SOE's behavior and performance. Politicians may use SOEs to serve their own interests rather than pursing the objectives mandated by the citizens. But citizens have limited control over politicians, especially in a political regime where democratic elections are prohibited. The second agency relationship exists where politicians delegate managers to manage the SOE. The managers may have objectives diverging from the objectives of citizens and politicians. If the SOE is globalized through subsidiaries, a third agency relationship exists between the headquarters and the subsidiaries. Overseas subsidiaries may escape their principals' monitoring; as the Chinese proverb says "Heaven is high and the emperor is far away." It has been reported that SASAC and the parent SOEs headquartered in Beijing have little tracking over foreign subsidiaries' activities and there is ample room for overseas managers to engage in corruption. 100 It is hard to expect that the "going out" policy would generate any positive flow-back effects to the parent SOEs if they have little knowledge about what is going on in their subsidiaries.
In very recent years, SASAC has introduced many regulations in an attempt to intensify monitoring over SOE overseas subsidiaries. 101 In March 2015, SASAC further announced that it will purchase third party services from accounting firms through a bidding process to audit SOEs' overseas assets. 102 Enhancing supervision over SOEs' overseas activities has also become part of the government's anti-corruption campaign. But the monitoring effectiveness so far seems limited as SASAC's resources are unable to handle the scale and complexity of the SOE overseas assets. 103 Ironically, foreign investment reviews in host countries perhaps may alleviate the agency problem to some extent by acting as an additional mechanism to track SOE overseas operations and safeguard state-owned assets from being squandered. Rather than simply viewing foreign investment reviews as hostile, SASAC may take foreign regulatory reviews as an opportunity to identify possible problems associated with SOEs' foreign operations.
C. Foreign Investment Regulations and Beyond
Foreign investment reviews can easily get politicized as the key concepts (e.g. national interests and national security) in the regulations are so loosely defined that they allow domestic interest parties to escalate a business decision to a political controversy. The poor transparency of Chinese SOEs further creates a convenient setting to play a politicization drama. In the face of potential political challenges in the host country, Chinese SOEs may use several strategies to avoid hostile encounters. For instance, they may use chains of subsidiaries or even individual managers as investment entities to hide their sensitive identities. These strategies unfortunately make the governance of Chinese SOEs more obscure to outsiders and increase agency and corruption problems. The host country may lose economic benefits if the investment is killed in the politicalized debate. At worst, it creates a vicious circle. To turn the vicious circle into a virtuous one, Chinese SOEs should make efforts to improve their governance quality. But it is also important for the host country to keep its regulatory review decisions based on rational deliberation of facts rather than driven by irrational fear.
tentacles to the invested entity in the host country, regulators in the host country typically want to make sure the investing SOE can make commitments to good corporate governance, which often means the invested subsidiary should operate independently of its parent SOE. The independence demand may limit positive influence diffused from the subsidiary to the parent SOE. Nevertheless, given that positive flow-back influence is likely elusive due to politics in the SOEs' home country and many other factors such as managerial incentives, the independence or isolation policy is consistent with the host country's interest, at least from a short-term perspective.
Public controversies about Chinese SOEs' international investments often have been concentrated in the foreign investment review process which acts a first-line safeguard against threats to the host country's national interests. But we should note that a vast majority of foreign investments either pass regulatory screening or proceed without triggering any regulatory scrutiny. 105 Therefore, the practical issue for most foreign investments is about how foreign investors after entry in the host country operate their business entities, including economic, social, and environmental performance.
This continuous exposure to foreign institutional pressure is another potentially important source for governance change. Thus, the question is how effectively the host country monitors foreign investors' on-going performance. For instance, it is often believed that many Chinese SOEs use their overseas subsidiaries to engage in corrupt activities. 106 If a Chinese SOE uses its U.S. subsidiaries to bribe "foreign officials" (including Chinese officials), it may incur liability under the Foreign Corrupt Practices Act (FCPA) where the Department of Justice and the Securities and Exchange Commission (SEC) may jointly or separately initiate an FCPA investigation . 107 And if the Chinese SOE's shares are registered in the United States, it is subject to numerous continuous disclosure obligations under securities regulations. The SEC used to have a virtually blank record of enforcement against foreign issuers, but there seems a recent change in the enforcement passivity. 108 This sort of ongoing oversight may play a more important role in protecting host countries' interests and influencing foreign SOEs' economic, social, and environmental practices than the entry screening of foreign investment reviews. Host countries should not be so obsessed with one-shot foreign investment reviews while being oblivious to a raft of available regulatory tools that can protect their own interests on a continuing basis.
VII. Conclusion
This Article has tried to investigate whether internationalization explains Chinese national champions' governance reform patterns. Preliminary empirical findings in this Article suggest that Chinese SOEs' international investment activity appears virtually irrelevant to their governance reform pace. It casts a shadow over the optimistic view that international exposure would be an effective driving force to change the SOEs' governance practices. A complex combination of domestic politics, investment motives, investment structure, and locations restrict the direct linkage between internationalization and governance change. This Article provides a better understanding of the complexity of governance change in the age of globalization. It provides an innovative view for Chinese regulators with regard to the value of foreign investment reviews in a host country. It calls for a depoliticized decision-making process in foreign investment regulatory regimes to create a virtuous circle for both investing SOEs and host economies.
This early effort to understand the governance implications of Chinese SOEs' globalization raises important questions for future research. provides sparse analysis on comparative SOE governance. 110 There may be a variety of SOEs across countries. Even within national borders, diversity may exist. For instance, while preliminary evidence in this Article suggests that the governance change of China's central SOEs has been largely unrelated to their degree of internationalization. It is uncertain whether the empirical findings are equally applicable to provincial or local SOEs in China. It has been proposed that local SOEs are subject to less government prerogatives and are more market-oriented. 111 It requires future empirical research to confirm this proposition. If it is true, then regulators should be sensitive to the diversity of SOEs, rather them treating them all alike.
